Improving option pricing with the product constrained hybrid neural network.
In the past decade, many studies across various financial markets have shown conventional option pricing models to be inaccurate. To improve their accuracy, various researchers have turned to artificial neural networks (ANNs). In this work a neural network is constrained in such a way that pricing must be rational at the option-pricing boundaries. The constraints serve to change the regression surface of the ANN so that option pricing accuracy is improved in the locale of the boundaries. These constraints lead to statistically and economically significant out-performance, relative to both the most accurate conventional and nonconventional option pricing models.